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A New Era for Ethical Investing
By Azish Filabi, J.D. M.A.*

This is the first of a three-part series on the new era for ethical investing and corporate governance. 

There’s something weird going on with corporate governance. For years, investors were criticized 
for being too focused on short-term returns, raiding corporate coffers to shift money away from 
employees to line their own pockets. The corporate raiders forced hostile takeovers, or pushed 
company management to buy back more shares (which returns cash to investors), or spin off business 
lines they believed unproductive. 

But today’s investors are beginning to look and act more like social activists. The recent annual 
meeting of shareholders at Exxon Mobil this May is a prime example. 

A small hedge fund called Engine No. 1 owned a very small number of Exxon shares, estimated to be 
worth approximately $40 million. That’s a lot of money, but Exxon’s total shares are worth around 
$250 billion, making it easy for Darren Woods, the CEO, and other managers at Exxon to ignore 
their demands. The hedge fund was asking Exxon, one of the largest oil and gas production com-
panies in the world, to diversify its production so that it was less reliant on fossil fuels. This is like 
asking the management team to write their own living will. 

Engine No. 1 launched a campaign to get other shareholders to support their views. They initiated a 
proxy fight, proposing that several board members sympathetic to their sustainability-centric views 
be elected to the Board of Exxon. And they won! Three new board members aligned with views 
that include carbon reduction and renewable energy have recently joined the Board, begrudgingly 
welcomed by Woods. These new directors will have a seat at the table, with an opportunity to 
consistently challenge Exxon management about their strategic choices, like extracting more coal.

So, how did a small hedge fund with only a $40 million investment capture so much power? Engine 
No. 1 exploited a trend in the financial markets towards index investing to achieve their goals.

* * *

The term activist investor used to refer to hedge funds that invested in public companies in order  
to pressure management to take cost cutting measures. Activist investors, like Icahn Enterprises 
or Bill Ackman’s Pershing Square Holdings, looked for companies that were undervalued by the 
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market or had a track record of bad management. These activist investors of old would launch 
aggressive media campaigns and board room fights to push their views on management, so they 
could boost share price and make as much money as possible.

Today’s shareholder activists are also buying shares in public companies – very small in the case of the 
Exxon proxy contest – and pushing their way into the board room to advance their own interests. 
Increasingly, however, those interests align with the public interest, not just the investors own bot-
tom line. These shareholder activists are merging the playbook between hedge fund activism and 
Greenpeace-style creative action to advance the cause of climate change, racial equity, and equal pay 
for equal work, among other environmental, social and governance matters. 

To be sure, even in our new era of shareholder activism, activist investors from the old paradigm 
continue to dominate. And short-term business practices remain problematic. Earnings reports 
remain on a quarterly basis, encouraging managers to focus on monthly, rather than yearly decisions. 
And under-investment in long-term strategy is pervasive. 

But, as corporate governance has now become the new battlefield for environmental and social 
activism, new alliances are being formed and the paradigms of corporate power are shifting. These 
shifts could have profound effects on corporate behavior and outcomes.

* * *

Corporate governance, like some other forms of governance, is a type of democracy. There are rules 
that establish relationships between those who have rights in the business, such as investors, and 
those who run the day-to-day affairs of the business, who are the managers. Some of those rights-
holders have financial interests, like shareholders and creditors. Others have quasi-financial and social 
interests, like employees, suppliers, and regulators, among a host of other stakeholders. 

In the 1800s in the U.S. and U.K., the people with the money who had financial interests in 
business recognized the need for a legal structure that could help protect their personal assets in case 
the business happened to lose money. The invention of limited liability is central to the success of the 
corporation. It enables companies to bring together a variety of disparate interests, and to help scale 
and expand the reach of those interests because the assets are kept in the business and you lose only 
as much as you’re willing to gamble. 

Corporations grew larger and larger, so the people with the money needed to hire managers to manage 
the company’s affairs. The investors became shareholders of the business, creating what economists call 
the agency problem. As shareholders became less involved with the company, they became antsy about 
how to keep tabs on their agents, the managers. We are still dealing with these problems today.

Shareholders have always been critical of managers. Are they working hard enough? Do they have the 
right strategy? What if they steal the money? What if they spend all the money on charity instead of 
on the business? 
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If you’re a shareholder in a public company, you have some special rights, including a voice at 
the table through the board members. Depending on the size of your financial interest, the board 
member(s) either directly represent you, or, you can vote for the board members you believe will 
represent your general interests. In order to vote, you’ll get a letter or email from the company telling 
you about the time and location of a shareholder meeting, and the agenda items. If the letter doesn’t 
end up in your junk mail, you may actually read it but probably will have better things to do than to 
attend the meeting. You might decide to submit your vote directly online (or through the mail) or 
maybe you’ve given your asset manager the rights to submit it on your behalf.

In modern parlance, what makes a shareholder an activist is that they are using this proxy process 
to actively advance a view of CEO performance. In the case of Engine No. 1, they viewed Exxon’s 
concentration of assets in fossil fuels as short-sighted. At a time when governments worldwide are 
taking note and considering mandated curbs on greenhouse gas emissions, Exxon management is 
putting shareholders at risk. 

Yet corporate governance, like all democracy, is about power. And in capitalism, money yields 
influence and votes for board members. 

* * *

Not all shareholders are the same. This seems an obvious statement, but at times discussions around 
the agency problems of corporations imply a simplified view of “investors” as though they are a uni-
fied group motivated by the same interests. 

Of course, all investors want to make money. But on what time horizon? What happens when they 
feel they aren’t making enough money, what options do they have? What if they feel that the activities 
of the company, like gun manufacturing or fossil fuel extraction, are deplorable – what can they do?

To address these investment choices, let’s consider some recent trends in the financial markets. Before 
the past decade or so, most of the money in the public equities markets was managed by experts who 
actively bought and sold shares in order to find the highest return in their portfolio. These trades 
may have been driven by a certain philosophy about the market, or an expertise relating to data or 
economic affairs. If they didn’t reap their financial rewards, they may have used activist strategies to 
get the board to change strategy or simply just moved on by selling their shares.

But, the recent trend has been that investors increasingly put their money in so-called passive funds 
that mimic and track market indices, such as the S&P 500 Index. This, along with a few other 
innovations, has led to lower fees and reduced popularity for actively managed funds, further fueling 
the growth of investments in index funds. This shift has been so large that by late 2019, the amount 
held in such funds surpassed those in traditional, actively managed funds. 

Investing in an index means that you own a small percentage of shares in every company in that 
category, and when the market price of the companies in that category go up, you make money.  

https://www.wsj.com/articles/index-funds-are-the-new-kings-of-wall-street-11568799004
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The stock pickers from the Wolf of Wall Street no longer call the shots – investors now park their 
money, and wait. 

Importantly, once an investor puts money into an index fund, if they don’t like how, say, Exxon is 
performing, they can’t just sell their shares in Exxon. In contrast to an actively managed approach, 
which regularly buys and sales company stock, index funds are less flexible. You could divest from 
the entire index, but that would mean missing out on other opportunities embedded in that index. 
So, they stay invested.

Once they are invested, they start asking some new questions, of a longer-term nature. What 
happens if increased hurricane activity impacts my physical assets? What happens if consumer 
demand shifts away from fast fashion? Should prisons be funded by the private sector? 

These longer-term investors are represented by asset managers like BlackRock Inc., State Street 
Group, and Vanguard Inc. who engage with the management and board of the company through the 
proxy voting process. This dynamic helped Engine No. 1 convince very large asset management firms 
to use their proxy vote in favor of the board members they proposed for the Exxon board. These big 
three asset managers are the largest managers of index funds in the financial markets today.

* * *

The shift towards long-term investing represents a convergence of the interest of shareholders with 
the interests of the public. Engine No. 1, along with its big-money allies, are ultimately driven by 
a search for profit. Activist investors, shareholder activists, and civil society activists are now more 
aligned than ever in their approaches and goals. 

There’s much cause to celebrate these synergies stemming from sustainable finance. This story is 
about not only ethical investing but also about the triumph of rational behavior. Any decision-maker 
can see that capitalism needs some fresh insights and direction, if it’s to survive. 


